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How does China become a new energy champion?

(¢

China’s competitive advantage in new
energy is massive. For China, developing
new energy is a multi-year task. For
investors, there could be a lot of growth

opportunities to seize.
»
L JoX )

As the world’s factory, China is known as the DEFINITION
largest consumer of coal. However, in the past ) )
decade, it has also become a global champion in The new ener.gylndustry is broad and
new energy sectors, such as solar energy, wind encompasses:
energy, and electric vehicles. China is at the same = Companies that provide technologies and
time the biggest investor in new energy industries products to generate new energy (renewable
and the biggest player on the global supply chain of energy), such as solar photovoltaic modules.
new energy devic<'es a‘nd products. In 2021 it = Companies that manufacture equipment or
invested $380 billion in new energy (vs. $235 components needed for new energy
billion by North America), more than any other generation, such as solar inverters.

country. China has proven its capability to build
solar and wind plants at a massive scale and rapid
speed.

= Companies that provide end-products or
services that consume or store new energy,
such as electric vehicles.

After years of development, leading companies

from different new energy sectors have appeared

in China and have started to expand into global

markets. In 2022, as Europe faced an energy

shortage, Chinese new energy companies

expanded their global footprints at a faster pace.
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NEW ENERGY INDUSTRIES ARE BECOMING
STRATEGIC FOR CHINA

China is developing new energy industries out of
two strategic concerns: energy self-sufficiency, and
manufacturing transition from lower-end to higher-
end producers.

= New energy for energy self-sufficiency.
Developing new energy is necessary for China
to reduce dependency on external energy
resources. Chinais rich in coal resources but
very dependent on imports of crude oil and gas,
due to lack of domestic supply. China's external
dependence on crude oil and natural gas was
around 72% and 44%, respectively, in 2021. The
domestic energy supply cannot fully meet the
demand of the world’s factory, even for coal
resources. With energy prices coming up and
geopolitical tensions intensified, energy self-
sufficiency is of greater importance to China.

= New energy for the manufacturing transition.
While lower-end manufacturing capacity is
gradually moving to Southeast Asia, China has
been seeking to transition from lower-end
producers to higher-end producers.
Photovoltaic (PV) modules and electric vehicles
(EV) are paving the way to a new manufacturing
landscape. Despite decades of efforts to
promote local car brands, China hasn’t
succeeded in becoming a leader in conventional
(petrol/diesel) cars, not even on its domestic
market. But since engines and gearboxes, the
key components for conventional cars, are not
used in EVs, China sees an opportunity to break
the dominance of prestigious multi-national
brands. The results are already visible in big
cities like Shanghai. In November 2022, one of
every two cars sold in Shanghai was an electric
car. Discussions among young generation of
buyers are no longer to choose “BMW or Audi”,
but “BYD or Tesla”. As of September 2022, BYD
(a Chinese brand) was leading the Chinese EV
market with ~29% market share, SAIC (Chinese
brand) and Tesla (manufactured in its
Gigafactory in China) followed, with 9% and 8%
market share, respectively.

SOLAR PHOTOVOLTAIC (PV) AND ELECTRIC
VEHICLES (EV) ARE THE TWO KEY PILLARS OF
THE NEW ENERGY INDUSTRIES

Upstream, China has chosen the solar photovoltaic
sector to take a leading role in new energy
production thanks to its vast desert land and
abundant sunlight in western and northern areas.
Downstream, China is betting on electric vehicles to
facilitate the storage and consumption of new
energy on a large scale. The results are impressive.
China has had the biggest installed capacity for
solar energy for seven consecutive vyears,
accounting for 40% of global capacity. Sales of
electric vehicles on the Chinese market amounted
to around half of global EV sales in 2021. China also
has the world’s leading penetration rate for electric
vehicles, exceeding 30% in September 2022, which
means that currently out of every 10 cars sold in
China, three are electric cars.

CHINESE COMPETITIVE ADVANTAGE IN NEW
ENERGY IS MASSIVE

Chinese companies are deeply integrated across
global industrial chains. For example, China
dominates 80% of the global supply chain of solar
PV products, and China manufactures more than
half of the world’s wind turbine components. The
Chinese EV battery giant CATL alone accounts for
more than 34% of the world’ EV battery supply (vs.
~15% by Korean company LG in H1 2022).

The Chinese competitive advantage is built upon
large-scale investment, large-scale production,
large-scale consumption. Massive demand and
investment stimulate large-scale production, which
incentivizes new energy companies to increase
innovation, improve efficiency, and reduce energy
prices. Cheaper prices would further facilitate
demand for new energy.
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China’s leading position in new energy industry
cannot be achieved without further government
support for decades.

HOW DOES THE GOVERNMENT SUPPORT
INDUSTRY LEADERS IN CHINA?

In the early phase of sector development, the
Chinese government is like a nanny, providing
care to all players on almost every aspect to
“activate” the market, in the form of strategic
planning, protective regulations, generous
subsidies and tax rebates, government-led
investment, talent provision, etc.

Once the sector growth accelerates, the Chinese
government gradually elevates the threshold for
companies to receive subsidies to “incentivize”
innovation and technology breakthrough.
Companies with competitive edges appear at this
stage.

In the fast development phase, the subsidies are
gradually reduced to diminish companies’
dependency on government supports so that
companies are “forced to” (a word translated
from mandarin) accelerate innovation and market
expansion. Only companies with real competitive
edges could survive. And the winners take all!

INVESTMENT CASE: EV SUBSIDIES

It is estimated that from 2009 to 2021, the
Chinese government spent approximately $15
billion to subsidize the electric vehicle sector.

Before 2013, car producers were subsidized by a
fixed number per car sold, regardless of models or
product performance. Since 2014, the Chinese
government has been elevating the criteria of
subsidies  (i.e, requiring higher battery
performance) to incentivize innovation.
Meanwhile, the amount subsidized per car was
reduced by 75% from 2014 to 2021.

WHO ARE THE NEW ENERGY LEADERS?

To name a few, LONGi Green Energy (PV modules),
CATL (EV batteries), BYD (EV and EV batteries),
Sungrow Power (PV devices), Mingyang Intelligence
(wind power devices), etc. Giant players from other
sectors, such as Huawei, are tapping into new
energy business as well, through strategic
cooperation, direct investment, or joint ventures.

Competition is getting stronger, with more and
more players in the domestic market. As a result,
Chinese leaders are expanding overseas markets,
especially in Europe, which is also aiming to ramp up
the use of new energy and accelerate the green
transition. More than 10 Chinese local EV brands
have announced plans to go to Europe in the past
12 months, and fast movers have already arrived.
For example, the German car rental company Sixt
has committed to buy 100,000 electric vehicles
from Chinese brand BYD from now to 2028, with a
first batch to be available in Q4 2022. SAIC Motor,
China's largest carmaker, exported 10,000 electric
vehicles in September 2022 to Europe.

To enhance competitive advantages, Chinese
leaders continue advancing innovation and
technologies. For example, solar PV giant LONGiI
Green Energy established its hydrogen energy
storage subsidiary in 2021; EV battery giant CATL
aims to become the first company to mass-produce
sodium-ion batteries in 2023.

CONCLUSION

The new energy industry is of strategic importance
for China to improve its energy self-sufficiency and
realize its transition from lower-end producers to
higher-end producers. For China, developing new
energy is a multi-year task. For Chinese new energy
companies, there is still a long way to run, as new
technology could keep transforming the industry.
For investors, there could be a lot of growth
opportunities to seize.
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Disclaimer

ODDO BHF AM is the asset management division of the ODDO BHF Group. It is the common brand of four legally separate asset management
companies: ODDO BHF AM SAS (France), ODDO BHF AM GmbH (Germany), ODDO BHF AM Lux (Luxembourg) and METROPOLE GESTION (France).
This document, for market -communication, has been drawn up by ODDO BHF ASSET MANAGEMENT SAS and is exclusively dedicated to clients
categorized as professional (MIFID). It may not be circulated among the public. The investor is informed that the strategy presents a risk of capital loss,
but also many risks linked to the financial instruments/strategies in the portfolio. The value of the investment through this strategy may vary both
upwards and downwards and may not be returned in full. The investment must be made in accordance with investors’ investment objectives, their
investment horizon and their capacity to deal with the risk arising from the transaction. ODDO BHF ASSET MANAGEMENT SAS cannot be held
responsible for any direct or indirect damages resulting from the use of this document or the information contained in it. This information is provided for
indicative purposes and may be modified at any moment without prior notice. Any opinions presented in this document result from our market forecasts
on the publication date. They are subject to change according to market conditions and ODDO BHF ASSET MANAGEMENT SAS shall not in any case be
held contractually liable for them.

ODDO BHF ASSET MANAGEMENT SAS (FRANCE)

Portfolio management company approved by the Authorité des Marchés Financiers under GP 99011.
Société par actions simplifiée with capital of € 21,500,000. Trade Register (RCS) 340 902 857 Paris.
12 boulevard de la Madeleine = 75440 Paris Cedex 09 France - Phone ::33(0)1 44 5185 00
am.oddo-bhf.com
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